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MEMORANDUM FOR: Mr. Andrew Safir 
Office of Justice Policy and Planning 
Department of Justice 


SUBJECT : Background Notes on the MTN 


: The attachec’ background notes for Mr. Silberman's 
use are in response to your recent request. If you have 
any questions in this area, please call me or 


on IDS code 143, extension 7717. 


25X1A9a 
25X1A9a 
Chief 
Trade and Monetary Analysis Branch 
Office of Economic Research 
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BACKGROUND NOTES ON THE MIN 
LAYING THE GROUNDWORK 
The initiative for the Multilateral Trade Negotiations 
(MTN) was taken by President Nixon on 15 August 1971, 
Existing trading rules and procedures clearly had contri- 
buted to the unacceptable erosion in the US trade and pay- 


ments balances. Negotiations were needed on new rules 
better reflecting world economic conditions. 


°The emergence and enlargement of the EC, and the 
negotiation by the Community of agreements with 
non-members, threatened to erode the most-favored 
nation (MFN) principle in trade. 


“Obstacles to international trade in agriculture, 
particularly by EC and Japan, continued to in- 
sulate this important sector from market forces, 
inhibiting progress on reduction of trade barriers 
in other sectors. 


°The restrictive trade rules and practices many 
foreign countries developed in their successful 
efforts to achieve trade surpluses persisted CGespite 
the decline in US economic preeminence and the 

need for greater international equity. 
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The "Tokyo Round" of trade negotiations officially 
opened at the GATT ministerial. meeting in Tokyo in Sep- 
tember 1973. Delegations from over 80 nations attended 
and adopted a declaration of objectives. The declaration 
established six preliminary negotiating areas: tariffs, 
non-tariff barriers, sectors, safeguards, agriculture, 
and tropical products. It further committed the MTN 
participants to consider the needs of the less developed 
countries throughout the negotiations. 
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These negotiations are the most ambitious ever at- 
tempted. Not only will tariffs be negotiated, but non- 
tariff barriers (NTBs) will be a major topic of discussion 
for the first time. Efforts will be made to reform the GATT 
safegua.:ds mechanism (Article XIX) and to guarantee raw 
material and agricultural supply and market access. 
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Since the Tokyo Declaration, technical proyarations 
have been underway in the six negotiating areas. Groups 
were established for each area. The sgroucs 
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to organize the necessary data and have complecec. some 
preliminary technical analysis. They have also ‘yrovided 
an opportunity for the Gelegations to outline thgir carly 
positions. The work of the <ix groups and country posi- 
tions in each, to date, are reviewed in the appendix. 


Recent DEVELOPMENTS 


are ee a Se a, eee 


Despite the precipitous rise in oil prices and 
emergence ~f widespread "stagflation" Since tie Tokyo 
meeting, muny of the participants’ of the bazic positions 
remain unchanged. Certain countries have vo.ced concern 
about liberalizing trade in the midst of a recession and rising 
concern is evident within the EC, particularly in France 
and Italy, that new trade concessions might increase 
domestic unemployment. 


t 


Assured access to goods in short wtuppiy has become 
a major issue since the Tokyo conference. 
EC favor substantial limitations on the use \s 
25X6 controls. bee toot on the other hand, 
regard contro Ba supplies as their main 
, bargaining chip. The less-developed raw material supcolies prize 
their new-found market power, and will try to maximize bene- 
fits without conceding freecom to restrict supplies. 
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CountrY PosITIONS sate Sn, 2 
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TARIFFS 


The EC mandate provides for harmenization of tariffs, 
with reductions from 25% — 50% on industrial products. 
The man@ate leaves open the possibility that agricultural 
tariffs may also be reduced if progress on international 
commodity agreements is achieved. 


* fhe EC -- primarily France -- is opposed to a goal 
of zero tariffs. Zero tariffs make the EC's Common 


External Tariff (EXT) meaningless, and Parss regards the 
CXT as a linchpin of Community unity. 


- NON-TARIFF BARRIERS (NIBs) 


The EC advocates a case-by-case approach to NTB 
negotiations. They want the negotiations directed towards 
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those barriers which create the createst obstacles to inter- 
national trade. The Comcanity is Opposed to MFN appli- 
cation of NTB agreements. 


The EC has not yet prepared a negotiating list of 
NTBs. The EC has, however, mentioned subsidies, counter- 
vailing duties, anti-dumping reculations, customs valuation, 
and tariff nomenclature in its prerosed cuidelines. One 
source resorts that the EC 
tervailinc duties. Not all member 
countries, however, support the Commission's view. 


25X6A the EC, prompted by a wants to discuss export 
restrictions in the cont = arriers curing 
the early staces of + i The Community 
presently is unceciéed on whether co seek long-term agree- 
ments (lavoreé by France) or "codes of concuct" (surserted 
by BBM. she EC is anxious to achieve an agreement on 
export controls because of its dependence on raw material 
imports , ; 


= 


non-tarifé 


AGRICULTURE 

The Community policy on agriculture is well established. 
It is based on the! Common Acricultural Policy (CAP). 

France, the prime Deneliciary of the CAP, recarcs it... 

along with the CXT, es the cement which bincs the Community 
together. It coposes anv necotiations which would under- 
Mine its basic principles. 


The French position manifests itself in EC insistance 
that a separate agricultural group be retaineé for the 
negotiations. This would isoiate acricultural issues 
from other trade cuestions, anc& make parallel yrogress 
more difficult. While other members oppose this rigidity, 
a new paracraDbh was recently addéeé to the EC mandate which 
reiterates the position. 


The EC seexs international agreements in agricultural 
* products as a means of liberalizing agricultural trade. 
By combining national stccxs an maximum/minimum interven=- 
tion prices, the EC hopes to stabilize supplies of grains, 
Sugar, and some dairy products. The F. has, however, 
offered to necotiate acricultural tariffs if progress is 
Made on corodity arrangements. 
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OTHER ISSUES 


The EC presently opposes sector Giscussions at the : 
outset of the necotiations. In later stages ot the nego- . 
tiations, the EC woulc probably agree to a sector-by- 
sector approach if it were the only feasible way to reach 
agreement. 


The EC favors retention of GATT Article XIX 
(safeguards) which provices for relief fron injurious 
import competition. While retaining the Article, the EC 
proposes selective application, and an international 
mechanism to oversee tne use of the safecuard clause. 
The Gerrans and Italians epposed the selective applica- 
tion procedures, and since the issue was resolved only 
this weex, it is not yet clear how EC negotators will 
handle the question. 
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APPENDIX 
Group 3A TARIFFS 


PuRPOSE : 


The primary task of Group 3A is the "bringing uo 
to date and completing the analytical and statistical 
documentation with resvect to tarifis" for industrial 
products (BIN 25-99). This croup, together with Group 
3E (Agriculture), was to determine the base vear(s), 


the unit of account, and the Geterminaticn of tne customs 


tariffs to be consiGered for negotiations. 


Issues 


The work on tariffs has been largely procedural -- 
little progress has been made (see below). 


Broad outlines of va rious approaches to egacae 
reduction have emercec, nowever. The Eurcpean Con 


nity is calling for tarizt herronizatien: (nicker aie cut 


by a greater percentace than lower ones). in previous 


negotiations, a linear cut (a straicht ae a cut across 
the board) was used. The =C contends its tarit structure 


is more homocenous (ané lower) than that of other major 


economies. A linear cut would therefore vacuec the eitect 


-of the EC tariffs by a greater-margin than that of its 


trading partners. 
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TECHNICAL WORK 


Group 3A has been involved in laying the technical 
groundwork for.the negotiations, including the following 
areas. 


Unit oF Account 


Citing recent currency fluctuations, the EC has sug- 
gested replacing the dollar és the unit of account. It 
made no concrete sugcesticn other than alluding to the use 
of the SDR. The prososal was not well received; most others 
saw this as a non-issce, citing work Gone by international 
organizations in converting national currencies into the 
dollar during the veriod of exchange rate fiexibility. 

The issue has been left unresolved ané the dollar is still 
the unit of account. . 


TARIFF DATA BANK 


The group cenerally susported a US proposal to establish 
a tarif£ data bank, althouch with the understanding that 
it would not orejudse the choice of base dates and base 
rates. A compromise was apsroved whereby the 1 January 
1972, 1973, and 1974 data would be incluced. MFN (most 
favored naticn), GSP (cgeneralizeé system of preferences) 
rates ana@ A.V. = (ad valorem ecuivalent) rates will be 
included. No Gecision was reached on the inclusion of 
variable levies. : 


“~ 
~ 
= 
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Base Rate, Base YEAR 


No decisions were reached on the base rate, although 
it will include the results of the Kennecéy Round final 
cuts, The base year issue was ignored due to the difficulty 
of selecting one or more recresentative years. Since 
both of these items will be influenced by the ultimate de- 
cision on the tarifi reduction formulae, many felt that 
any decision by Group 3A would be premature. 


Data collection was a primary function of Group 
3A, but even here delegations were cautious. The United 
States, for example, was reluctant to include GSP data since 
it is not subject to negotiated reductions. Others were 
reluctant to commit themselves to any base rates and base 
years until a clearer idea of the tariff reduction formula 
emerged. 
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Group 3B NIBs 


PURPOSE 


The primary task is to update and complete the 
documentation and basic data on NTBs. It is also 
to examine import prohibitions, export restrictions, 
export subsidjes, countervailing duties, packaging and 
labelling, ana import documentation. 


: ISSUES 


Non-tariff barrier (NTB) Liberalization will be 
difficult to achieve. Not only are many NTBs difficult 
to define, but there is also a problem in cetermining 
reciprocity. The MTN participants have identified the fol- 
lowing major areas of interest: 


a) export restrictions 

b) quantitative restrictions on imports 

: ec) packaging and labelling 

d) import documentation 

-e) export subsidies and countervailing duties. 


The European Community advocates a case-by-case 
elimination of non-tariff barriers, rather than a generalizec 
solution. Moreover, the EC opposes most favored nation 
application of the reductions achieved. Part of the 
EC concern can be traced to their extensive preference 
arrangements with LDCs. The LDCs will push hard for 
further preferences. By opposing MFN treatment of NTB8s, 
the EC hopes io win concessions from the LDCs. 


There are several US NTBs whic interest 
to other industrialized countries. ; parti- 25X6 
cularly interested in US 'narks of origin" requirements, 
which they regard as excessively restrictive. The EC wants 
to discuss the US customs valuation procecure, especially 
the US "final list" items. Final List items are valued 
differently than other US imports, a practice approvec by 
the GATT when the US signed the General Agreement. The 
25X6 a to see liberalization of our countervailing 
duty applications. in ea ee i 
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The US, on the cther hand, is concerned with production 
standarcs, covernment precurement 
‘subsidies.. 


recuirements,. and export 
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Group 3C Sectors 


PUKPOSE 


The purvose of the 
possibilities cz reduci 
pulp aac paver 
final stace of production. 


Issues 
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The other major inéustrialized countries oppose the 
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Group 3D SAFEGUARDS 


Purpose 


The purpose of 


the Safecuards Group is to "examine 


the adequacy of the Multilateral Safeguards Systen, con- 
Ih 
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sidering particularly the modalities of arplication of 
Article XIX, with a view to furthering trace liberalization 
and preserving its results" (Tokyo Declaration). 


Issues 


During the first group meeting, the:e were divergent 
opinions about safecuards. The EC favors retention of 
Article XIX in its present form, but suggests that its 
application might be chanced. Specificaily, the EC advo- 
cates the selective acplication of saltecuarc measures 
against only the country (or countries) Girectly vespon- 

= sible for marxet Gisruption as opposed to application 
on an MEN basis. ‘The =C also advocates the elimination of 
the compensation requirement. 


25X6A WENN ops>ses any attempt to apply safeguarus svlective- 
ly. At the recent saftecuarcs meeting, it rejected the EC 
suggestion that the Textile agreement crovided a useful 
precedent for selective appiicatior.. 


; 25X6A GE secs no need to chance the system and contends 


that problems lie in misapplication of the Article rather 


iy ZOXGA than in the Article itsel=. JRffeels that the councry 
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taking safecuaré actions showic be subject to international 


ral 
scrutiny. This would avthorize the exporting country (ics) 
ance body ceemed the importing 
country's action unjustiftiec. 


3E AGRICULTURE 


PurPOSE 
The pursose of this group is to exanine the problems 
of international trade in agriculture, collect agricultural 


trade Gata for use in the negotiations, and establish guide- 
lines for the negotiations. 


ISSUES 
There are significant differences among the major 


liberalization. The EC has stated that the basic prin- 


| industrial nations on how to necotiate agricuitural 
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increases in tariffs (variable levies) when the world price 
for a product is lewer than the Gemestic crice, and also 
provides an exrort tax (subsidy) when the Gemestic price 
is lower than the world price. The CAP qreatly reduces 
the rest of the world’s ability to export agricultural 
products to the Ec. 


The United States and others (Ji. 


some LDCs) would like to see enlarged market access to the 
EC. The BM, along with the EC are more concerned, 
with guaranteed suocly so that in times of shortages they 
man be assured of continued access. 


Apart from the broader auvestions of market access/ 
guaranteed supply, there is wice Cisacreement 
United States and the EC over how to conduct t 
tural necgotiaticns. Thus far, the tnited Stat 
made a Gistincticn between acricultural anc in 
tariff recuctions. Drawins uvson the exverienc 
Kennedy Round, where ac pieeit asst Giscussicns were 
off" while procress was mace in the industrial area, the 
United States has scught to have the current negotiations 
make parallel procress on both fronts. 


The FC, however, seexs to have all acricultural 
discussions necotiates strictly within an agricultural 
franework. It has resistecé any attempt to olace even tech- 
fHical questions in agriculture outsiée the agricultural 
group. 

3F TROPICAL ProDucTS 
PuRPOSE 


The purvose of this grous is to examine wavs in 
which trade liberalization rolicies can ba instituted 


for those tropical precéucts of particular interest to develop- 


ing countries. 


Issues 


*The Tropical Preducts Group was established by the 
Tokyo Declaration and has functiosed this year as a forum 


for LDC complaints about developed countries’ trade barriers. 
The LDCs have yet to submit product lists which they would like 


to negotiate. 
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